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Highlights 


•Indiana  was  the  first  State  to  have 
a  state'wdde  system  of  rural  credit 
vmions  sponsored  by  and  closely  tied- 
in  with  farmer  cooperatives.  These 
credit  unions  were  started  by  farm 
leaders  to  help  farmers  and  farmer 
cooperatives  keep  their  operations 
on  a  sound  financial  basis.  They  are 
chartered  and  supervised  by  the 
Department  of  Financial  Institutions, 
formerly  the  State  Department  of 
Banking. 

•The  first  rural  credit  union  iti 
Indiana  was  established  in  1931.  By 
1956  there  were  42  serving  some 
22,000  farmer-members.  Mennbers' 
share  investments  had  reached  a 
total  of  $8.7  million,  year-end  loan 
volume  amounted  to  $7.5  million, 
and  total  assets  to  $9.4  million.  Ap- 
proximately 60  percent  of  all  loans 
■were  for  production  supplies,  20 
percent  for  real  estate,  and  the 
remaining  20  percent  for  general 
farm  and  home  needs. 

•There  was  considerable  range  in 
members'  share  savings.  In  several 
credit  unions,  20.  percent  or  fewer 
of  the  members  provided  80  percent 
or  more  of  the  shate  capital.  Ten 
percent  of  the  members  had  sizable 
savings  in  most  credit  unions.  A  wide 
distribution  also  existed  with  respect 
to  loans.  Thirty-two  percent  of  the 
members  borrowed  in  1956.  Of  these, 
50  percent  used  approximately  80 
percent  of  the  total  loan  volume. 

•Many  factors  have  contributed  to 
the  overall  growth  of  the  Indiana 
rural  credit  unions.  One  of  these  has 
been  the  simplicity  of  their  operating 
structure.  In  addition  to  a  board  of 
directors,  each  credit  union  has  a 
credit  committee  for  approving  loans, 
and  a  supervisory  comnaittee  to  make 
internal  audits  and  perform  other 
supervisory  tasks.  These  three  man- 
agement divisions  serve  as  a  check 
and  balance  on  each  other.  No  one  of 
them  can  function  alone,  but  together 
they  make  an  effective  organization. 


•  Operating  costs  for  the  42  rural 
credit  unions  have  been  low.  This 
has  been  partly  due  to  their  system 
of  working  closely  with  farmer  coop- 
eratives and  partly  to  their  conserva- 
tive operations.  In  all  cases  except 
one,  the  credit  union  shares  office 
facilities  with  its  sponsoring  coop- 
erative. Using  cooperative  employees 
on  a  part-time  or  reimbursable  basis 
has  helped  keep  overhead  and  admin- 
istration costs  low.  This  arrangement 
has  proved  satisfactory  and  beneficial 
to  both  the  credit  unions  and  the 
sponsoring  cooperatives. 

•interest  rates  charged  by  the  rural 
credit  unions  ranged  from  3.5  to  8 
percent  on  the  major  portion  of  out- 
standing loans.  Long-term  loans, 
usually  real  estate,  carried  the  lowest 
rates;  used  cars,  the  highest.  Simple 
interest  usually  was  charged  on  farnn 
production  loans  or  those  scheduled  to 
be  settled  on  a  lump-sum  basis.  Wh.ere 
line-of-credit  was  established,  inter- 
est was  charged  only  on  money  for  the 
days  used.  Some  credit  unions  charged 
1  percent  a  month  on  the  unpaid  and 
diminishing  balance  of  unsecured  loans. 

•Indiana  rural  credit  unions  have 
had  a  low  loss  ratio.  Some  have  never 
had  a  loss;  one  of  the  three  largest  in 
the  State  has  not  had  a  loss  since  1946. 
This  record  of  safe  operations,  plus 
the  close  working  relationship  with 
farmer  cooperatives,  has  helped  build 
member  confidence  and  understanding. 

•Several  of  the  rural  credit  unions 
insured  outstanding  loan  balances 
against  death  or  disability  of  the 
borrowing  member.  This  reduces  the 
risk  of  borrowing  money  and  saves 
the  family  from  additional  financial 
strain  should  the  borrower  die  or 
become  disabled. 

•Public  relations  activities  varied 
w^idely  among  the  credit  unions.  Sev- 
eral w^orked  extensively  with  civic, 
farm,  and  rural  youth  organizations 
to  promote  general  goodwill. 
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Rural  Credit  Unions  in  Indiana  ^ 


By  Arthur  H.  Purse  11 
Farm  Services  Branch,  Purchasing  Division 


The  Indiana  rural  credit  union  pro- 
gram emphasizes  savings,  lending, 
and  service  operations.  It  is  designed 
to  encourage  farmers  to  pool  their 
surplus  funds  and  savings  and  thus 
provide  a  source  of  credit  for  meeting 
their  farm  and  home  needs. 

Indiana  was  the  first  State  in  which 
rural  credit  unions  were  organized 
and  set  up  on  a  statewide  basis. 
Several  conditions  pronnpted  this 
development.  In  the  years  1928-30, 
newly  organized  farm  bureau  coop- 
eratives found  it  difficult  to  get 
adequate  local  financing,  and  also 
hard  to  control  accovints  receivable. 

At  that  time,  credit  unions  for  in- 
dustrial ennployees  were  being  started 
in  various  sections  of  the  United 
States  and  were  attracting  consider- 
able attention.  Farm  leaders  saw  in 
these  a  possible  solution  to  their 
problems.  Why,  they  reasoned,  couldn't 


farm  finances,  as  well  as  farm  com- 
modities, be  handled  on  a  cooperative 
basis? 

In  1931,  the  Indiana  Farm  Bureau 
Cooperative  Association,  Inc.,  Indi- 
anapolis, working  closely  with  county 
farm  bureau  cooperatives,  decided 
to  initiate  a  rural  credit  union  pro- 
gram. By  1956,  there  were  42  credit 
unions  serving  some  22,000  nnembers 
throughout  the  State. 

The  credit  unions  operate  on  a  co- 
operative basis.  They  have  a  definite 
legal  status,  sound  organizational 
structure,  a  good  record  of  service 
and  savings,  member  confidence,  the 
support  of  other  rural  organizations, 
and  a  close  working  relationship  with 
the  cooperatives  which  sponsor  thenn. 
The  Cooperative  Financial  Associa- 
tion coordinates  the  activities  of  the 
local  credit  unions  on  a  statewide 
basis. 


Objectives  and  Methods  of  Study 


Farmer  Cooperative  Service  nnade 
this  study  to  analyze  the  operations 
of  rural  credit  unions  in  Indiana;  to 
appraise  their  effectiveness  as  sav- 
ings and  lending  institutions;  and  to 
examine  the  manner  and  extent  to 
which  they  benefit  the  farmers  and 
farm  supply  cooperatives  with  which 
they  are  associated. 

Arrangements  for  the  study  were 
made     with     officials     of     the     Indiana 


Farm  Bureau  Cooperative  Associa- 
tion, Inc.,  the  Cooperative  Financial 
Association,  and  officials  of  ten  local 
credit  unions.  Data  w^ere  obtained 
fronn  three  major  sources: 

1.  Unpublished  data  secured  by 
the  Cooperative  Research  and 
Service  Division  of  the  Farm 
Credit  Administration  in  1942 
on  four  of  the  older  rural  credit 
unions. 


Note:  Appreciation  is  expressed  to  the  officials  of  local  credit  unions  who  provided  information  on  their  opera- 
tions; to  the  officials  of  the  Cooperative  Financial  Association  and  the  Indiana  Farm  Bureau  Cooperative  Associ- 
ation, Inc.,  for  their  cooperation;  and  to  J.  Warren  Mather,  Farmer  Cooperative  Service,  for  unpublished  statistical 
data  on  the  early  operations  of  four  Indiana  rural  credit  unions. 
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2.  A  statistical  summary  for  all 
Indiana  rural  credit  unions,  pro- 
vided by  the  Cooperative  Finan- 
cial Association,  covering  the 
years   1946-56,  and 

3.  Comprehensive  data  on  10  north- 
ern Indiana  rural  credit  unions 
secured  through  personal  inter- 
view. 

The  ten  northern  rural  credit  unions 
selected  for  this  study  were  those  in 
Allen,  Cass,  DeKalb,  Elkhart,  Howard, 


Huntington,  Marion,  Noble,  St.  Joseph, 
and  Wabash  counties.  These  included 
the  two  oldest  and  three  largest  asso- 
ciations in  the  State.  As  a  group  they 
presented  a  wide  variety  of  operations 
and  brought  into  focus  the  important 
features  and  the  problems  of  rural 
credit  unions. 

The  data  secured  by  personal  inter- 
view included  copies  of  balance  sheets 
and  operating  statements,  bylaws, 
educational  materials,  and  other  in- 
formation on  operating  practices. 


How  Rural  Credit  Unions  are  Established 


Indiana  rural  credit  unions  are 
chartered  by  the  Secretary  of  State 
under  provisions  of  the  Financial 
Institutions  Act,  as  amended,  and  are 
supervised  by  the  Department  of 
Financial  Institutions.^  This  Depart- 
ment makes  annual  examinations  of 
credit  unions --the  same  as  for  State 
banks;  sets  forth  certain  regulatory 
requirements  for  reserves  and  for 
bonding,  and  prescribes  additional 
regulatory  measures  from  time  to 
time. 


Legal  Provisions 

The  Financial  Institutions  Act  de- 
fines a  credit  union  as  a  cooperative 
society,  "wherein  a  specific  group 
of  people  with  like  interests  join  with 
each  other  for  the  purpose  of  sup- 
plying members  of  that  group  with 
a  financial  program,  whereby  they 
are  allowed  to  retain  control  of  their 
own  money,  the  profit  which  it  earns, 
and  the  service  it  is  able  to  render 
the  people." 

Under  this  law,  a  rural  credit 
union  has  the  following  general  pow- 
ers: 


1  Credit  unions  may  also  be  chartered  under  Federal 
statute.  The  Federal  Credit  Union  Law  was  enacted 
in  1934. 


A   young   farmer    uses    his  rural  credit  union  to  get  es- 
tablished in  farming. 


1.  To  receive  savings  of  members 
either  as  payment  on  shares  or 
as  deposits; 

2.  To  deposit  fiinds  in  State  and 
National  banks,  building  and  loan 
associations,  and  other  credit 
unions; 


3.  To  borrow  money  (not  to  exceed 
50  percent  of  its  capital  and 
reserve  fund  and  with  prior 
approval  of  the  board  of  direc- 
tors and  membership); 

4.  To  make  loans  to  members  for 
provident  or  productive  pur- 
poses; and 

5.  To  make  loans  to  farmer  co- 
operatives or  other  member 
organizations . 


Directors  and  Committees 

After  receiving  their  charter,  the 
individuals  interested  in  developing 
a  credit  union  meet  and  elect  from 
their  own  group:  a  board  of  direc- 
tors to  establish  policies  and  direct 
operations;  a  credit  committee  sepa- 
rate fronn  the  board  of  directors  to 
review  and  approve  or  disapprove 
member  loan  applications;  and  a 
supervisory  committee,  separate  from 
the  board  or  credit  committee,  to 
handle  internal  auditing  and  provide 
a  general  regulatory  service. 

Indiana  rural  credit  unions  operate 
within  the  legal  limitations  and  for 
purposes  set  forth  in  the  credit  union 
law  and  in  their  own  bylaws.  Subject 
to  these  provisions  and  limitations, 
control  is  vested  in  the  membership. 
Day-to-day  operations  rest  with  the 
directors,  the  credit  committee,  and 
the  supervisory  committee.  They  are 
independent  of  each  other,  except  for 
the  fact  that  the  credit  committee 
operates  within  policies  set  forth  by 
the  directors. 

Directors 

The  board  of  directors  consists  of 
five  or  more  members,  as  set  forth 
in  the  bylaws.  Directors  are  elected 
from  the  membership  in  annual  meet- 
ings for  a  specified  term,  usually  2 
years,  and  serve  without  compensa- 
tion. 


Credit  union  directors- -like  those 
of  other  cooperatives --are  respon- 
sible for  the  general  management  of 
the  organization.  They  are  respon- 
sible for  controlling  and  investing 
funds,  maintaining  records,  ad- 
missions to  membership,  fixing  the 
amount  of  surety  bonds  for  the 
treasurer  and  employees,  authorizing 
expenditures,  and  performing  such 
other  duties  as  are  set  forth  in  the 
bylaws  or  authorized  by  the  mem- 
bership. 

Credit  Committee 

The  three-member  credit  com- 
mittee works  closely  with  the 
treasurer  or  manager  in  day-to-day 
operations  of  the  credit  union.  It 
reviews  and  approves  or  disapproves 
all  member  loan  applications.  A 
majority  of  the  committee  constitutes 
a  quorum  but  all  decisions  must  be 
vmanimous. 

The  credit  committee  has  its  own 
chairman  and  secretary  and  keeps 
records  of  its  own  proceedings.  It 
makes  regular  monthly  reports  to  the 
board  of  directors  and  annual  reports 
to  the  membership. 

Supervisory  Committee 

The  responsibility  of  this  committee 
of  three  members  is  primarily  super- 
visory or  regulatory.  Its  work  is 
mainly  internal  auditing.  This  com- 
mittee reports  its  quarterly  audits 
to  the  directors  and  reports  annually 
to  the  membership. 

The  supervisory  authority  of  this 
committee  empowers  it  to  suspend 
temporarily  for  due  cause  any  di- 
rector, officer,  or  even  the  entire 
operations  of  the  credit  union  if  it 
is  found  to  be  operating  in  an  unsafe 
or  unauthorized  manner.  In  the  event 
of  such  suspension  by  the  supervisory 
committee,  the  matter  is  taken  to 
the  membership  in  a  special  meeting 
for  final  disposition. 


Development  and  Present  Status 


The  first  rural  credit  union  in  In- 
diana was  organized  in  Noble  Coionty 
in  April  1931.  It  started  operations 
with  13  members  and  $7  5  paid-in 
capital.  The  second  was  organized 
in  Wabash  County  in  June  1931,  also 
with  13  m.embers,  but  with  only  $35 
paid-in  capital. 

Two  other  rural  credit  unions  were 
organized  in  1931,  one  in  Hancock 
County  and  another  to  serve  farm 
bureau  and  farmer  cooperative  em- 
ployees statewide.  In  1932,  Clinton, 
DeKalb,  Elkhart,  Howard,  Huntington, 
Lake,  LaPorte,  Marshall,  Sullivan, 
and  Tri-County  rural  credit  unions 
were  started.  Others  followed  year 
by  year. 

By  1942,  rural  credit  unions  num- 
bered 45,  with  8,000  members  and 
$75,000  in  assets.  There  were  10,000 
members  and  $2  naillion  in  accumu- 
lated savings  in  1946.  By  December 
31,  1956,  reports  from  42  rural 
credit  unions  showed  almost  22,000 
members,  $8.7  million  in  shares, 
$7.5  million  in  loans  outstanding, 
and  $9.4  million  in  total  assets. 

Operating  data  for  42  Indiana  rural 
credit  unions  as  of  December  31, 
1956,  were  as  follows: 


Figure  1 


Item 

Number  of  members  . 

Member  shares 

Loans  outstanding 

Legal  reserve  fund... 

Undivided  savings 

Assets 


Total 

21,788 

$8,700,227 

7,537,187 

433,541 

192,419 

9,400,637 


Location  of  Indiana  rural  credit  unions  by 

county  and  number  of  members  each, 

as  of  December  31,1956 


The      location     of     these     42     credit 
unions  is  shown  in  Figure   1. 


MEMBERSHIP 

^  Under  500 

500-999 

1,000-1,999 

K  Over  2,000 

FIGURE    1. --Location    of    Indiana    rural   credit   unions, 
by  county  and  number  of  members,  December  31,  1956. 


Membership  Trends 

Membership  trends  since  1946  have 
been  generally  upward.  While  there 
was  no  net  change  in  number  of  rural 
credit  unions  between  1946  and  1956, 
the  total  number  of  members  in- 
creased 117  percent,  from  10,238  to 
21,788  (figure  2). 

In  1956,  membership  in  individual 
credit  unions  ranged  from  42  to  2,683; 
the  average  was  518.  Total  members 
in  1956  represented  about  35  percent 
of  the  persons  eligible  for  nnember- 
ship  in  areas  served  by  the  credit 
unions. 


Figure  2 
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FIGURE  2. --Membership  in  42  Indiana  rural  credit  unions,  1946-56. 


Figure  3 

Share  volume,  42  Indiana  rural  credit  union,  1946-1956 
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FIGURE  3.--Share  volume,  42  Indiana  rural  credit  unions,  1946-56. 


Shareholdings 

Share  growth  in  a  credit  union  is 
conditioned  by  such  factors  as  mem- 
bers' understanding  of  the  purpose 
and  plan  of  the  credit  iinion  pro- 
gram and  their  confidence  in  it. 
Total  shares  were  $8.7  million  in 
1956  and  $2.4  million  in  1946  (figure 
3).  This  was  an  increase  of  $6.3 
million  or  262  percent.  Share  in- 
crease in  19  5  6  over  19  5  5  was 
$684,531  or  9  percent. 

Shareholdings  per  member  aver- 
aged $200  in  1946  and  $399  in  1956. 
This  compares  favorably  with  the 
average  of  $296  per  member  for  all 
credit  unions  operating  in  Indiana  in 
1956.^ 


Loan  Volume 

Loan  volume  rose  from  $1.25  mil- 
lion in  1946  to  $7.5  million  in  1956. 
The  increase  from  1955  to  1956  was 
almost  $928,000  or  14  percent. 


The  average  loan  volume  per  credit 
union  was  $179,456  in  1956.  This 
was  an  average  of  $343  per  niember 
compared  with  an  average  of  $227 
per  mennber  for  all  credit  unions 
operating  in  Indiana.'  The  average 
loan  per  borrower  was  $1,000  in 
1946  and  $1,092  in  1956,  an  increase 
of  9  percent. 

Figure  4  shows  total  loan  volume 
by  years  for  this  period. 


Total  Assets 

Total      assets      for     all     42     Indiana 
rural      credit      unions     amounted     to 
million      as      of     December      31, 
Included    in    this     total,     in    ad- 
nnillion    in    outstand- 
cash    on    hand,    other 


$9.4 
1956. 

dition     to      $7.5 
ing    loans    were 
deposits,      and 
ments.     Figure 
in     assets     for 
for  1946-56. 


credit     union     invest- 

5     shows     the    trends 

the     42     credit    unions 


Rural  Credit  Unions  as  Savings  Institutions 


The  Indiana  rural  credit  union  is 
by  design  and  legal  limitation  a  sav- 
ings organization.  Encouraging  mem- 
bers to  save  is  a  basic  objective. 
These  credit  unions  are  also  lending 
organizations,  but  their  position  in 
this  respect  is  somewhat  unique  in 
that  they  must  raise  their  operating 
capital  before  they  can  initiate  lending 
programs. 


Sources  of  Capital 

When  a  rural  group  receives  its 
credit  union  charter,  it  invites  eli- 
gible members  to  join  and  to  invest 
in  the  new  organization.  An  effort 
is  made  to  attract  idle  funds  in  the 
community  and  deposits  are  accepted 
from  certain  organizations,  as  well 
as  from  individuals.  Sponsoring  co- 
operatives,     other     cooperatives,     and 


2  1957  Yearbook,  Credit  Union  National  Association. 


various  farnn  organizations  fre- 
quently join  credit  unions  and,  as 
members,  make  deposits. 

Share  accumiilation  may  be,  and 
usually  is,  slow  unless  the  credit 
union  has  an  effective  membership 
relations  program.  The  new  organi- 
zation needs  time  to  beconne  estab- 
lished, demonstrate  its  ability  to 
handle  member -savings,  and  develop 
the  confidence  of  members  and  poten- 
tial members.  Once  this  is  done, 
raising  share  capital  usually  is  not 
difficult. 

Indiana  rural  credit  unions  are 
permitted  by  law  to  borrow  not  to 
exceed  50  percent  of  their  unim- 
paired capital.  A  rural  credit  union 
may  also  discovmt  eligible  production 
loans  with  Federal  Intermediate 
Credit  Banks,  but  not  to  exceed  an 
amount  equal  to  its  paid  in  and 
unimpaired     capital.     However,     these 


Figure  4 

Loan  volume,  42  Indiana  rural  credit  unions,  1946-1956 
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FIGURE  4.--Loan  volume,  42  Indiana  rural  credit  unions.  1946-56. 


Figure  5 

Total  assets,  42  Indiana  rural  credit  unions,  1946-1956 
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FIGORE  5.--Total  assets,  42  Indiana  rural  credit  unions,  1946-56. 
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provisions  are  not  much  help  to  a 
new  credit  union  because  it  has  not 
yet  acquired  reserves  or  unimpaired 
capital  against  which  to  borrow. 

Under  these  circurastances,  rural 
credit  unions,  particularly  newly 
organized  ones,  are  literally  forced 
to  develop  and  promote  thrift  pro- 
grams to  raise  their  operating  capital 
locally.  If  credit  xinion  officials  do 
not  grasp  the  full  importance  of  thrift 
promotion  at  the  member  level,  or 
are  unwilling  to  work  at  raising  capi- 
tal, the  credit  union  plan  is  of  little 
value. 

The  practice  of  raising  operating 
capital  locally  has  some  advantages 
and  some  disadvantages.  There  are 
times  when  large  amounts  of  capital 
must  be  raised  quickly  to  meet  loan 
demands.  The  rural  credit  union  is 
not  always  able  to  do  this. 

How^ever,  once  lending  capital  is 
adequate  to  start  operations  and  con- 
tinuous member  investment  programs 
are  set  up,  the  credit  union  plan  is 
advantageous.  For  example,  a  rural 
credit  union  provides  a  safe,  con- 
venient place  for  non- speculative 
investment.  It  keeps  member  funds 
on  a  demand  basis,  pays  dividends 
on  earnings,  and  keeps  these  returns 
in  the  community.  It  provides  a  source 
of  credit  at  reasonable  rates  and 
permits  all  service  benefits  to  accrue 
to  the  benefit  of  local  members. 

The  credit  union  serves  as  a  com- 
mon meeting  ground  for  the  man  with 
money  to  loan  and  the  man  needing 
to  borrow- -handling  both  needs  on 
a  businesslike  basis.  Indiana  rural 
credit  unions  utilized  in  excess  of 
$9  million  in  such  local  funds  in 
1956. 


How  Members  Save 

Some      members      save     exclusively 
through    deductions,     some   make    sea- 


sonal deposits  when  income  is  real- 
ized from  crops  or  livestock,  and 
others  make  deposits- -regular  or 
irregular--by  mail  or  in  person. 
Many  members  continue  to  build  up 
savings  accounts  while  paying  off 
loans --even  if  with  small  amovmts. 


The  most  popular  method  of  sys- 
tematic saving  is  by  deductions.  Many 
farmers  authorize  milk  check  deduc- 
tions and  co-op  employees  authorize 
salary  "deducts."  These  savings 
are  transferred  regularly  to  their 
credit  union  accounts.  One  Indiana 
rural  credit  union  calls  its  employee 
deduction  program  the  "Salary 
Savings  Plan." 


A    housewife    makes    a    deposit   at   the   Elkhart   County 
Farm  Bureau  Cooperative  Credit  Union. 


Techniques  used  to  encourage  mem- 
ber savings  include  "trust  accounts" 
for  children,  free  coin-banks,  and 
notices  sent  out  with  co-op  patronage 
dividend  payments  encouraging  in- 
vestment in  the  credit  union.  Special 
advertisements     or    notices     soliciting 
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savings   are  sometimes  placed  in  farm 
papers. 

Member  Shareholdings 

Share  accumulation  is  one  of  the 
key  factors  in  determining  the  genuine 
progress  of  any  credit  union.  Credit 
unions  which  serve  their  members 
efficiently     and     keep     them     well    in- 


formed usually  have  little  or  no  prob- 
lem in  maintaining  adequate  operating 
capital. 

Three  of  Indiana's  largest  credit 
unions  increased  their  combined 
shareholdings  from  $7,304  in  1932 
to  $385,086  in  1942,  and  to  $4,591,621 
in  1956  (table  1).  This  was  an  average 
annual  increase  of  $61,221  per  credit 
vmion  for  this  period. 


TABLE  1. --Shareholdings  for  the  three   largest   Indiana  rural  credit  unions 

for  selected  years,   since  organization 


Year 


County-"- 


Noble 


Wabash 


Elkhart 


Total 


1932. 
1937. 
194-2. 
19^47. 
1952. 
1956. 


$3,555 
35,753 
77,351 

5^8,822 
1,168,710 


$3,034 

48,214 

230,779 

681,118 

1,262,966 

2,010,343 


$715 

13,470 

76,956 

343,249 

1,023,369 

1,412,568 


$7,304 

97,437 

385,086 

1,024,367 

2,835,157 

4,591,621 


-"-  Noble  and  Wabash  county  credit  -unions  were  organized   in  1931  and  Elkhart  in 
'1932. 

^  Not  available. 


Size  of  Shareholdings 

One  of  the  major  problems  of  any 
credit  union  is  how  to  encourage  the 
"one  share"  mennber  to  increase 
his  holdings.  Many  members  never 
get  beyond  the  initial  investment  in 
their  credit  union  savings  program. 
There  are  a  number  of  reasons  for 
this,  such  as  lack  of  member  edu- 
cation and  member  relations  activi- 
ties on  the  part  of  the  credit  union, 
lack  of  available  member  funds,  or 
both.  The  amount  of  money  members 
save  through  their  credit  union  is 
usually  in  direct  proportion  to  their 
knowledge  of,  opinion  of,  or  belief 
in  it. 

Table  2  shows  shareholdings  clas- 
sified by    size  of  accounts  for  Elkhart, 


Howard,  Noble,  and  Wabash  county 
credit  unions,  as  estimated  by  local 
treasurers. 


A  relatively  small  percentage  of 
credit  union  members  usually 
provide  a  nnajor  part  of  the  in- 
vested capital.  In  each  county  a 
large  proportion  of  the  memljers 
still  have  less  than  $100  each  in- 
vested in  credit  xinion  shares.  In 
Elkhart  County,  for  example,  80  per- 
cent of  the  members  provided  less 
than  2  percent  of  the  share  capital, 
while  10  percent  of  the  members 
provided  91  percent.  The  average 
investment  per  member  in  the  first 
group  was  $9;  in  the  second,  $4,676. 
This  pattern  of  investment  was  found 
to  exist  in  many  other  credit 
unions. 


TABLE  2. --Estimated  distribution  of  acco\ints  and  savings  in  four  county  credit 
unions  in  Indiana^  classified  by  size  of  accounts,  as  of  April  1957 


County  and 
size  of 
share  accounts 


Accoiints 


Number 


Percent 


Savings  per  association 


Amount 


Average 


Percent 


Elkhart  County 

Under  $100 

$100  to  249 

250  to  499 

500  to  999 

1,000  and  over 

Total  or  average. 

Howard  County 

Under  $100... 

$100  to  249 

250  to  499 

500  to  999 

1,000  and  over 

Total  or  average. 

Noble  County 

Under  $100 

$100  to  249 

250  to  499 

500  to  999 

1,000  and  over 

Total  or  average. 

Wabash  County-*- 

Under  $100 , 

$100  to  249 

250  to  499 

500  to  999 

1,000  and  over...., 

Total  or  average, 


2,160 
94 
B8 
80 

276 


2,698 


467 

14 

7 

15 

41 


544 


2,038 
146 
106 
112 
393 


2,800 


1,721 
183 
110 
133 
478 


2,625 


80.0 
3.5 
3.3 
3.0 

10.2 


$20,436 

14,422 

30,138 

56,612 

1,290,558 


100.0 


85.8 
2.6 

1.3 
2.8 
7.5 


$1,412,166 


$10,043 

2,116 

2,288 

10,654 

168,979 


100.0 


72.8 
5.2 

3.8 

4.0 

14.2 


$194,080 


$18,699 

14,025 

23,374 

49,086 

1,063,526 


100.0 


65.6 
7.0 
4.2 
5.0 

18.2 


100.0 


$1,168,710 


$33,229 

28,637 

38,717 

87,128 

1,822,632 


$2,010,343 


$9 

153 

342 

708 

4,676 


$523 


$22 
151 
327 

710 
4,121 


$357 


$9 

96 

221 

438 

2,672 


$417 


$19 
156 
352 

655 
3,813 


$766 


1.5 
1.0 

2.1 
4.0 

91.4 


100.0 


5.2 

1.1 

1.2 

5.5 

87.0 


100.0 


1.6 

1.2 

2.0 

4.2 

91.0 


100.0 


1.7 
1.4 
1.9 
4.3 
90.7 


100.0 


As  of  January  1957. 


Dividends  paid 

Annual  dividends  paid  on  share 
savings  represent  a  tangible  benefit 
to  members  and  are  one  reason  for 
organizing  and  operating  credit 
unions.  To  some  members,  dividends 
are   the    end    result  of  the  entire  credit 


union  program.  To  others,  dividends 
may  be  secondary  in  importance  to 
such  services  as  "life  savings"  or 
share  insurance  coverage  on  member 
savings. 

Credit  unions  pay  dividends  annually 
from      their     net     savings     at     a     rate 
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recommended  by  the  directors  and 
approved  by  the  members.  Dividends 
paid  by  four  of  Indiana's  oldest  rural 
credit  unions  have  ranged  from  1.5 
to  6  percent  since  1932.  They  aver- 
aged 4.5  percent  for  this  25-year 
period. 

One  Indiana  rural  credit  union  has 
returned  over  $310,000  in  dividends 
to  its  nnembers  since  1946.  The  ten 
northern  county  credit  unions  studied 
returned  $190,000  to  members  in 
1956. 


Protection  of  Funds 

Indiana  rural  credit  unions  have  a 
good  record  for  safe  operations.  This 
is  due  partly  to  such  built-in  safety 
features  as  State  supervision,  internal 
audits,  bonding  of  all  persons  in 
money-handling  positions,  mainte- 
nance of  reserves,  and  restricted 
investments. 

Another  factor  contributing  to  their 
safety  record  is  the  selectivity  used 
to  assure  that  a  borrower  is  a  good 
moral  risk.  Good"  character  has 
always  been  a  basic  requirement  for 
a  loan.  Some  credit  union  officials 
have  expressed  the  belief  that  no 
loan,  regardless  of  the  security 
offered,  is  really  safe  if  the  borrower 
does  not  have  good  character,  and 
that  no  loan  is  really  unsafe  if  he 
does. 


Loss  Ratios  and  Investments 

The  credit  unions  have  had  a  low 
loss  ratio.  For  example,  the  loss 
ratio  for  Elkhart  County  has  been 
approximately  .3  of  1  percent  since 
organization.  This  credit  union  has 
loaned  an  estimated  $15  million  in 
25  years  and  lost  $4,200.  Howard 
County  has  lost  $450  out  of  $  1  million 
loaned  in  25  years  of  operation.  No 
losses  have  been  sustained  in  Noble 
County  since   1946. 


Credit  union  funds,  not  used  for 
loans  to  members,  may  be  invested 
only  in  non- speculative  securities 
such  as  United  States  savings  bonds 
and  other  Government  guaranteed 
securities.  They  nnay  be  deposited 
in  mutual  type  savings  organizations 
(with  Federal  Deposit  Insurance 
Corporation  coverage),  loaned  to  other 
credit  unions,  or  otherwise  handled 
in  a  non- speculative  manner. 


Surety  Bond  and  Supervision 

The  board  of  directors  is  respon- 
sible for  providing  adequate  surety 
bond  for  the  treasurer  and  all  other 
persons  in  money  handling  positions. 
The  amounts  are  increased  as  credit 
union  operations  expand. 

Internal  auditing  is  handled  by  the 
supervisory  committee.  This  com- 
mittee, like  the  credit  committee 
and  the  directors,  reports  to  the 
membership  at  regular  intervals.  The 
membership  has  the  final  control 
over  credit  union  operations.  The 
one-member,  one-vote  principle  is 
followed. 

The  Department  of  Financial  In- 
stitutions of  the  State  of  Indiana  makes 
regular  on-the-spot  audits  of  all 
credit  unions.  Each  credit  union  also 
is  required  to  submit  semiannual 
reports  reflecting  its  financial  con- 
dition. The  Department  sets  forth 
additional  regulatory  measures  as 
necessary  from  time  to  time  to  insure 
safety  of  operations. 

This  State  supervision  and  exam- 
ining service  is  not  tax- supported. 
It  is  paid  for  by  the  credit  xxnions 
on  a  fee  for  service  basis. 


Reserves 

The  regular  or  legal  reserve  fiind, 
maintained  to  offset  bad  debts  or 
other  losses,  is  created  by  setting 
aside  20  percent  of  the  net  income 
annually     until     the     fund     reaches     10 
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percent  of  the  paid-in  capital.  This 
is  required  by  State  law.  The  mem- 
bership may  increase  the  20  per- 
cent accumulative  ratio  if  desired 
or,  when  the  10  percent  reserve 
ratio  is  reached,  may  reduce  it  so 
as  to  maintain  reserves  at  the  10 
percent  level.  While  funds  held  in 
the  legal  reserve  may  be  used  as 
working  capital  to  help  meet  de- 
mands for  loans,  they  cannot  be  paid 
out- -except  to  offset  bad  debt  losses 
or  upon  liquidation  of  the  credit 
union. 


All  Indiana 
also  have  an 
surplus      which 


rural      credit      unions 

undivided     savings     or 

really     constitutes     a 


second  reserve  fund.  This  money  nn.ay 
be  used  by  the  credit  union  in  any 
proper  manner  to  facilitate  opera- 
tions. 

The  legal  reserve  of  Indiana  rural 
credit  unions  totaled  $433,541  in 
1956.  Undivided  savings  or  surplus 
amounted  to  $192,419.  Together  these 
totaled  $625,960.  Figure  6  shows  the 
legal  reserves  and  undivided  savings. 


Figure     6 

Legal  reserve  fund  and  undivided  savings, 
42  Indiana  rural  credit  unions,  1946-1956 
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FIGURE  6.--Legal  reserve  fund  and  undivided  savings,  42  Indiana  rural  credit  unions,  1946-56. 


Rural  Credit  Unions  as  Lending  Institutions 


A  major  function  of  any  credit 
union  is  to  make  wise  and  effective 
use  of  funds  entrusted  to  its  care 
in  the  form  of  loans  to  members. 
Loans  may  be  made  for  any  "provi- 
dent or  productive"  purpose. 

One  reason  for  starting  the  Indiana 
rural  credit  union  program  was  to 
provide      a      reservoir      of     available 


capital  for  farmers  needing  to  bor- 
row. "The  strength  of  our  program," 
said  Harvey  Hull,  former  general 
manager  of  the  Indiana  Farm  Bureau 
Cooperative  Association,  "is  that  in 
some  places  large  amounts  of  money 
are  kept  available  for  farmers.  This 
becomes  more  important  as  modern 
farming  makes  it  more  and  more 
difficult     for     a     young    man    to    raise 


12 


enough    money    to    start    a    successful 
farming  program.'* 


Use  of  Local  Funds 

Credit  unions  work  for  the  "mu- 
tual benefit"  of  the  borrower  and 
the  lender.  By  using  local  capital 
to  meet  local  finance  needs,  credit 
unions  are  able  to  retain  all  earn- 
ings for  local  depositors.  For  ex- 
ample, the  three  largest  credit  unions 
in  Indiana  returned  $137,324  in  divi- 
dends to  members  in  1956.  This  was 
an  average  of  $45,77  5  for  each  credit 
union. 


Lending  Program 

Credit  unions  generally  have  a 
flexible  lending  program,  designed 
to  meet  the  varying  needs  of  their 
members.    This    is   especially  true   of 


rural  credit  unions  since  they  pro- 
vide farm  production  loans,  as  well 
as  consumer  durables  and  personal 
service  type  loans.  The  farmer  is 
both  a  consumer  and  a  producer  and 
borrows  fronn  his  rural  credit  union 
to  meet  both  types  of  need. 

The  credit  committee  reviews  all 
loan  applications.  Approval  is  based 
on  such  factors  as  character,  credit 
rating,  collateral  offered,  and  risks 
involved.  In  making  producer  loans 
the  borrower's  ability  to  repay  the 
loan  from  the  proceeds  for  which  it 
was  made  is  also  considered. 

Indiana  rural  credit  unions  had  $7.5 
million  in  loans  outstanding  as  of 
December  31,  1956--an  increase  of 
500  percent  over  a  10-year  period. 
Available  information  on  the  year -end 
loan  volume  for  some  of  the  older 
credit  unions  showed  a  steady  in- 
crease since  organization  (table  3), 


TABLE  3. --Year-end  loan  volume  by  selected  years  since  organization  for  four 

Indiana  rural  credit  unions 


Year 


County 


Elkhart 


Howard 


Noble 


Wabash 


Total 


1932. 
1937. 
1942. 
1947. 
1952. 
1956. 


$1,052 

13,389 

39,937 

396,797 

991,775 

,360,406 


$215 
21,679 
19,751 
60,071 
76,785 
140,827 


$4,075 
31,380 
50,261 

518,197 
1,042,693 


$2,861 

48,017 

115,005 

399,515 

795,007 

1,608,356 


$8,203 

114,465 

224,954 

2   856,383 

2,381,764 

4,152,282 


■"■  Not  available. 

^  For  three   associations. 


Amount  and  Purpose  of  Loans 

Generally  speaking,  farmers  bor- 
row for  four  major  purposes:  (1)  For 
purchasing  farms  and  for  capital 
improvements;  (2)  for  farm  nnachin- 
ery,  equipment  and  livestock;  (3)  for 
production   supplies   and   for    operating 


and    living  expenses;   and  (4)  for   con- 
sumer durables. 

As  of  December  31,  1956,  Indiana 
rural  credit  unions  had  $7.5  million 
in  loans  outstanding  to  6,900  farm 
members  for  an  average  of  almost 
$1,100      each.      Eighty-seven    percent 


13 


of     all 
used. 


loanable      funds      were     being 


The  10  northern  rural  credit  unions 
studied  had  $5.4  million  in  loans 
outstanding.  Of  this  amount,  58  per- 
cent was  prinnarily  for  farm  pro- 
duction     and     facility     and     equipment 


loans,  2  3  percent  for  real  estate, 
11  percent  for  automobiles,  2.4  per- 
cent for  loans  to  local  cooperatives, 
and  5.6  percent  for  consumer  dura- 
bles or  personal  services  (table  4). 
Farm  production  loans  were  used 
mainly  for  purchases  at  the  local 
farm  supply  cooperatives. 


TABLE  4. --Distribution  of  outstanding  loans  by  purpose  for  10  northern 
Indiana  rural  credit  imions,    at  year-end ^   1956 


Purpose  of  loan 


Loans  outstanding 


Amount 


Percent 


Average 
per  credit 
union 


Number  of 
credit  unions 
making  type 
of  loan^ 


Production 

Petroleum 

Feed,  seed  and  fertilizer 

Livestock  and  poultry 

Misc.  farm  supplies^ 

Subtotal 

Facility  and  eq_uipment 

Hardware  and  building  supplies 

Farm  trucks 

Tractors 

Other  farm  machinery 

Subtotal 

Other 

Real  estate 

Automobiles 

Home  repairs 

Home  appliances 

Medical  care 

Educational  loans 

Loans  to  co-ops 

Miscellaneous 

Subtotal 

Total 


$428,933 
988,182 
535,781 

116,565 


($2,069,461) 


236,211 
106,989 
230,158 
522,445 


($1,095,803; 


$1,268,418 
632,443 

45,457 
145,606 

21,573 

21,103 
134,064 

36,699 


($2,305,363) 


$5,470,627 


7.8 

18.1 

9.8 

2.1 


(37.8) 


4.3 
2.0 
4.2 
9.5 


UO.O) 


23.2 

11.6 
.8 

2.7 
.4 
.4 

2.4 
.7 


(42.2; 


100.0 


$47,659 
98,818 
59,531 
19,428 


$23,621 
35,663 
46,032 
58,049 


$158,552 
70,271 
11,364 
24,268 
10,787 
10,552 
26,813 
7,340 


9 

10 

9 

6 


10 
3 
5 
9 


8 
9 
4 
6 
2 
2 
5 
5 


■*■  Not  all  credit  unions  made  all  type  loans. 

^  Includes  tires,  tubes,  batteries,  insecticides,  tmne,  rope,  and  other  miscel- 
laneous supplies. 
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Number  of  Borrowers 

Indiana  rural  credit  unions  had 
1,250  borrowers  in  1946.  By  1956, 
there  had  been  a  450  percent  in- 
crease to  6,900.  This  represented  32 
percent  of  the  total  credit  union  mem- 
bership of  21,788,  and  12  percent  of 
the  estimated  potential  membership. 
The  average  number  of  borrowers 
per  credit  union  was   164. 

The  percent  of  members  borrowing 
fronn  Indiana  rural  credit  unions  is 
believed  below  the  national  average, 
but  the  amoiint  per  loan  is  higher. 
Figure  7  shows  the  number  of  bor- 
rowing members  in  relation  to  total 
members  for  the  period  1946-56. 


Percent  of  Funds  Loaned 

The  percentage  of  total  capital  used 
by  credit  unions  varies  widely  from 
county  to  co\xnty.  Some  rural  credit 
unions  use  all  loanable  funds  and 
borrow  additionally  to  meet  their 
loan  demand.  Others  have  surplus 
capital  to  lend  to  cooperatives,  to 
other  credit  unions,  or  to  invest  in 
outside  sources. 

Figure  8  shows  the  percentage  of 
loans  to  total  shares,  by  year,  for 
1946-56, 


Loons  by  Size  Classification 

Lending  policies  of  rural  credit 
unions  and  the  purpose  for  which  loans 
are  made  influence  their  size.  As 
pointed  out  earlier  in  this  study,  the 
average  loan  outstanding  per  borrow- 
ing member  of  the  42  Indiana  rural 
credit  unions  was  $1,092  as  of  De- 
cember 31,  1956.  The  average  loan 
per  member  was  $343,  which  was 
51  percent  above  the  state  average 
and  28  percent  above  the  national 
average  for  all  types  of  loans  in 
1956. 

Table  5  shows  the  number  of  loans 
and   amounts    loaned  by   Elkhart,  How- 


ard, Noble,  and  Wabash  county  credit 
unions,  by  size  classification.  The 
major  percentage  of  loans  made  by 
these  four  credit  unions  was  in  the 
$1,000  and  above  classification. 


Repayment  Schedule 

In  making  fornnal  or  written  ap- 
plication for  a  credit  union  loan,  the 
borrower  sets  forth  the  amount  de- 
sired, the  purpose  of  the  loan,  and 
the  proposed  repayment  schedule. 
The  schedvile  agreed  upon  may  require 
payments  on  monthly,  annual,  or  lump 
sum  basis. 

Real  estate  loans  usually  are  re- 
paid on  an  amortized  basis.  Pro- 
duction loans  and  loans  for  consumer 
durables  are  repaid  when  crops  are 
harvested  or  marketed,  when  live- 
stock is  sold,  or  according  to  some 
other  agreed  upon  schedule.  Loan 
repayments  may  also  be  handled  by 
dairy  assignments  or  other  form  of 
deduction.  Repayment  schedules  for 
credit  union  loans  are  usually  kept 
flexible  and  whenever  possible  made 
to  suit  the  borrower's  convenience 
and  ability  to  repay. 

Interest  Rates.- -Interest  rates  for 
most  Indiana  rural  credit  unions 
ranged  from  3.5  to  8  percent  in  1956. 
A  few  used  the  conventional  method 
of  charging  1  percent  a  month  on 
the  unpaid  balance,  but  most  were 
charging  considerably  less. 

Loans  to  local  cooperatives  and 
other  credit  unions  w^ere  usually 
made  at  3.5  or  4  percent.  Real  estate 
loans  ranged  from  4  to  5  percent; 
loans  on  new  cars,  5  to  6  percent; 
and  on  used  cars,  6  to  8  percent. 
Most  connmodity  and  production  loans 
to  farmers  were  made  at  5  and  6 
percent. 

Borrower's  Insurance.- -Many  Indiana 
rural  credit  unions  provided  loan  pro- 
tection or  borrower's  insurance  on 
all  outstanding  loans,  frequently  with- 
out additional  cost  to  borrowers. 
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Figure     7 

Number  of  borrowers  in  relation  to  total  members, 
42  Indiana  rural  credit  unions,  1946-1956 
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FIGURE  7.--Number  of  borrowers  in  relation  to  total  members,  42  Indiana  rural  credit  unions, 

1946-56, 


Figure     8 


Total  loans  in  relation  to  total  shares, 
42  Indiana  rural  credit  unions,  1946-1956 
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FIGURE  8.--Total  loans  in  relation  to  total  shares,  42  Indiana  rural  credit  unions,  1946-56. 
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TABLE  5.--NTMber  and  amount  of  loans,  by  size  classification,  for  fo\tr  Indiana 
rural  credit  lonions,  as  estimated  by  credit  union  managers,  April  1957 


County 


Number  of  loans 


Number 


Percent 


Volume  of  loans 


Amount 


Average 


Percent 


Elkhart  County 

Under  $100 

$100  to  249 

250  to  499 

500  to  999 

1 , 000  and  over .... 

Total  or  average 

Howard  County 

Under  $100... 

$100  to  249 

250  to  499 

500  to  999 

1,000  and  over. ... 

Total  or  average 

Noble  County-*- 

Under  $100... 

100  to  249 

250  to  499 

500  to  999 

1,000  and  over...., 

Total  or  average, 

Wabash  County 

Under  $100 , 

$100  to  249 , 

250  to  499 , 

500  to  999 , 

1,000  and  over. . . . , 

Total  or  average, 


92 
152 

304 
154 
418 


1,120 


7 
8 

18 
10 
41 


84 


81 
151 
260 
197 
530 


1,219 


46 
103 
141 
171 
458 


8.2 
13.6 
27.1 
13.8 
37.3 


$5,520 
25,038 
81,241 
87,787 
1,158,845 


165 

267 

570 

2,772 


100.0 


8.4 

9.5 

21.4 

11.9 

48.8 


$1,358,431 


$273 

1,165 

6,404 

6,062 

134,003 


$1,213 


$39 
146 
356 
606 
3,268 


100.0 


6.6 
12.4 
21.3 
16.2 
43.5 


$147,907 


$3,128 
14,598 
47,964 
72,988 
904,015 


$1,761 


$39 

97 

184 

370 

1,706 


100.0 


5.0 
11.2 
15.4 
18.6 
49.8 


$1,042,693 


$2,648 

18,075 

52,416 

121,616 

1,396,022 


555 


$58 
175 
372 
711 
3,048 


919 


100.0 


$1,590,777 


$1,731 


4 

1.8 

6.0 

6.5 

85.3 


100.0 


.8 

4.3 

4.1 

90.6 


100.0 


.3 

1.4 

4.6 

7.0 

86.7 


100.0 


.2 

1.1 

3.3 

7.6 

87.8 


100.0 


As  of  January  1,  1957. 


This  borrower's  insurance  cover- 
age is  written  by  the  Hoosier  Farm 
Bureau  Life  Insurance  Company,  an 
axixiliary  corporation  of  the  Indiana 
Farm  Bureau.  It  insures  the  out- 
standing balance  of  the  loan  against 
death     or    disability    of    the    borrower 


(maximum  $5,000  per  borrower)  and 
thus  reduces  much  of  the  risk  of 
borrowing  money. 


Security 


Required.-  -Indiana 
that 


credit 
all    loans 


union     bylaws     require 

must  be   covered  by  properly  executed 
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Wabash  Farm  Bureau  Cooperative  Credit  Union  manager 
at  work  with  the  credit  committee.  This  committee 
reviews  all  loan  applications. 


notes.  The  credit  committee  reviews 
all  loan  applications  and  approves  or 
disapproves  them. 

All  loans,  except  signature  or  char- 
acter loans,  must  be  secured.  They 
may  be  secured  by  co-endorsers,  by 
mortgages  on  real  or  personal  prop- 
erty, by  pledging  credit  union  shares 
or  stock  in  the  local  cooperative,  by 
commodity      credit     corporation     cer- 


tificates, or  by  life  insurance  poli- 
cies. Cooperatives  may  secure  loans 
made  to  clear  up  accounts  receivable 
or  purchase  farm  supplies. 

Real  estate  loans  are  linnted  to 
50  percent  of  the  cost  value  of  the 
property,  if  unamortized,  and  to 
66  Z/3  percent  if  repayments  are 
made  on  an  amortized  basis.  No 
credit  union  may  loan  more  than  10 
percent  of  its  assets  to  one  party. 


Church  Real  Estate  Loans 

Difficulties  in  getting  financing  at 
desirable  rates  and  terms  has  led 
some  Indiana  church  leaders  to  turn 
to  rural  credit  unions  for  assistance. 
Such  loans  have  been  made  primarily 
for  facility  improvement,  but  a  few 
have  been  naade  for  new  church  build- 
ings. The  problem  of  adequate  col- 
lateral for  loans  of  this  type  was 
solved  by  taking  mortgages  on  church 
property  and  adding  enough  signa- 
tures of  church  members  to  meet 
the  requirements  of  State  supervisory 
authorities. 

These  church  loans  have  been  sat- 
isfactory. However,  credit  union  of- 
ficials still  consider  them  "special," 
as  available  credit  union  funds  usu- 
ally are  needed  for  consumer  durable 
and  production  loans. 


Relationship  Witli  Sponsoring  Cooperatives 


To  be  eligible  for  a  credit  union 
charter,  a  group  must  have  a 
"common  bond"  based  on  member- 
ship, residence,  or  employment.  At 
the  time  Indiana  rural  credit  unions 
were  organized,  their  members  were 
already  united  as  members  or  em- 
ployees of  local  cooperatives.  They 
had  both  a  comnnon  bond,  their  mem- 
bership or  employment,  and  a  comnnon 
objective,  to  improve  and  make  more 
profitable  their  farm  operations.  The 
credit  unions,  like  other  farm  organi- 
zations, were  designed  to  help  achieve 
that  objective. 


Indiana  rural  credit  unions  have 
been  sponsored  primarily  by  locals 
affiliated  with  the  Indiana  Farm 
Bureau  Cooperative  Association. 
These  are  typical,  successful  farmer 
cooperatives  handling  farm  supply 
and  marketing  programs  on 
a  county  basis.  Their  dollar  vol- 
ume per  county  for  1956  was  $1.75 
million. 

Table  6  illustrates  the  extent  which 
farmer  cooperatives  have  used  rural 
credit  unions  to  implement  their  farm 
supply  programs. 
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Joint  Offices  and  Employees 

In  all  but  one  county,  the  credit 
union  is  located  in  the  farmer  co- 
operative building.  Usually  they  share 
office  space.  In  many  cases  the 
bookkeeper  of  the  cooperative  also 
keeps  the  credit  union  books  or 
even  acts  as  treasurer.  When  the 
credit  union  uses  the  services  of  an 
employee  of  the  cooperative,  it  pays 
for  these  on  a  per  hour  or  a  per 
diem  reimbursable  basis,  A  few 
credit  unions  have  full-time  paid 
staffs  and  rent  their  own  offices. 
The  credit  union  in  one  county  has 
its  own  building  and  shares  it  with 
the  local  farm  bureau  insurance 
company. 

While  credit  unions  and  coopera- 
tives are  separate  organizations, 
many  farmers  belong  to  and  use  the 
services  of  both  because  of  their 
mutual  objectives.  This  quite  naturally 
leads  to  some  "interlocking"  of  di- 
rectors. If  officials  have  time  to  fulfill 
the  responsibilities  of  their  dual 
assignments,  this  may  be  beneficial 
to  both  organizations  from  a  stand- 
point of  experience  and  program 
coordination. 


General  manager  of  Elkhart  County  Farm  Bureau  Co- 
operative Association  is  brought  up  to  date  on  credit 
union  activities.  The  credit  union  and  cooperative 
share  office  space. 


ever,  the  90  percent  of  Cass  County 
loans  used  for  cooperative  purchases 
totaled  $39,450;  the  25  percent  of 
Wabash  County  credit  union  voluine 
amounted  to  $402,089. 


Lending  Activities 


Credit  union  lending  activities  af- 
fect cooperatives  in  a  number  of 
ways.  While  the  extent  of  the  rela- 
tionship varies  from  county  to 
county- -depending  on  the  size  and 
efficiency  of  the  local  credit  union- - 
the  volume  of  loans  made  annually 
for  cooperative  purchases  is  sizable. 

In  the  ten  northern  counties  studied, 
credit  union  loans  made  in  1956  to- 
taled $5.4  million.  Almost  50  per- 
cent, or  $2,438,059,  of  this  amount 
was  loaned  to  finance  purchases  at 
the  sponsoring  cooperative. 

The  percentage  of  credit  union  loans 
used  for  cooperative  purchases  ranged 
from  90  percent  in  Cass  County  to 
25    percent    in    Wabash    County.   How- 


Table  6  shows  the  percent  of  credit 
union  loans  used  to  finance  coop- 
erative purchases  in  1956,  as  esti- 
mated by  cooperative  managers  and 
credit  tinion  treasurers  in  ten  north- 
ern Indiana  counties. 


Elkhart  County  Farm  Bureau 
Cooperative  Credit  Union  loaned 
$1,360,406  in  1956.  Farmers  used 
an  estimated  65  percent  of  this 
araount  or  $884,264^  for  purchases 
at  the  cooperative.  This  credit  union 
has  loaned  an  estimated 
since  it  was  organized 
this  65  percent  ratio 
credit  union  officials  consider  it  a 
conservative  estimate- -E  1  kha  r  t 
County  farmers  have  used  $10  mil- 
lion of  credit  union  loans  for  coop- 
erative purchases  since   1932. 


$  1  5   million 

in     1932.    If 

holds --and 
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TABLE  6. --Credit  \mion  loans  outstanding  and  percent  used  for  cooperative  purchases 

in  10  northern  counties,  as  of  December  31,   1936-"- 


County  credit  union 


Cass 

Allen 

Elkhart 

DeKalb 

Marion 

St.  Joseph. 

Howard 

Noble 

Huntington. 
V/abash 

Total 

Average . . 


Year -end 
loan  volume 


$43,833 
101,328 

1,360,406 

425,507 

83,246 

188,720 

140,827 

1,042,693 
475,711 

1,608,356 


$5,470,627 
$547,063 


Percent  used  to 
finance  coopera- 
tive purchases'"" 


90 
80 
65 
60 
50 
50 
40 
40 
35 
25 


53 


Amount  of 
purchases 


$39,450 

81,062 

884,264 

255,304 

41,623 

94,360 

56,331 

417,077 

166,499 

402,089 


$2,438,059 
$243,806 


"''  Estimated  by  cooperative  managers   and  credit  union  treasurers. 


If  the  53  percent  average  (as  es- 
timated for  the  10  northern  counties 
studied)  prevailed  statewide,  $4  mil- 
lion was  provided  by  Indiana  rural 
credit  unions  for  cooperative  pur- 
chases in  1956. 


Education  and  Member  Relations 

Educational  literature  used  by  early 
cooperative  leaders  in  Indiana  indi- 
cates that  great  em.phasis  was  put 
on  developing  strong  credit  unions 
at  the  county  level.  The  rural  credit 
unions,  frequently  referred  to  as 
finance  cooperatives,  were  planned 
to  be  closely  coordinated  with  the 
local  farnn  supply  cooperatives  then 
being  established.  The  advantages  of 
farmers'       pooling,      controlling,      and 


using  their  own  funds  locally  for  their 
mutual  benefit  was  emphasized  over 
and  over  to  rural  farm  families. 

The  close  association  between  local 
farm  supply  cooperatives  and  rural 
credit  unions  in  Indiana  has  been 
beneficial  in  promoting  and  nnain- 
taining  better  member  relations.  The 
rural  credit  unions  also  receive  in- 
formation service  through  farm  bu- 
reau and  cooperative  publications  and 
frequently  participate  in  group  nneet- 
ings  with  these  organizations.  Some 
credit  unions  accept  as  members 
various  rural  membership  organiza- 
tions of  the  county  and  in  this  way 
widen  their  service  and  influence. 
Noble  County  credit  union,  for  ex- 
ample, has  78  membership  organi- 
zations as  members. 


Benefits  of  Working  Together 


This  study  showed  that  farmer 
cooperatives  and  rural  credit  unions 
help  each  other  substantially.  Tangi- 
ble benefits  to  each  organization  and 
to  farmer-members  will  be  sum- 
marized in  this  section. 


Farmer-members  also  receive 
maxiy  intangible  benefits.  Because 
these  vary  according  to  the  needs 
of  the  individuals,  no  attempt  will 
be  nnade  to  svmnmarize  or  evaluate 
them. 


20 


What  Farmer  Cooperatives  Gain 


Accounts  Receivable 


Indiana  rural  credit  unions  assist 
their  sponsoring  cooperatives  in  sev- 
eral ways,  such  as  improving  mem- 
bership relations,  controlling  accounts 
receivable,  and  handling  other  credit 
problems.  They  enable  cooperatives 
to  be  nnore  versatile  in  handling 
farmer  accounts  by  providing  farmers 
with     a     ready     source     of    credit    for 


Rural  credit  unions  help  the  co- 
operatives stay  on  a  cash  basis  and 
thus  reduce  or  eliminate  the  prob- 
lems and  costs  of  accounts  receivable. 
One  reason  for  setting  up  the  state- 
wide system  of  credit  unions  in 
Indiana  was  to  help  cooperatives 
solve  this  problem.  In  practice,  the 
farm     supply     cooperatives     have     not 


Credit  union  treasurer  hands  a  check  to  Marion  County  farmer-member.  The  check  represents  a  loan  made  to  enable 
the  farmer  to  pay  cash  for  the  tractor  he  purchased  from  his  cooperative. 


cash     trading,     or    by    providing    them 
with  line -of- credit  type  of  service. 

Through  their  own  operations, 
credit  unions  help  cooperatives  build 
membership  and  goodwill,  and  help 
develop  members'  understanding  of 
the  purpose  and  advantages  of  coop- 
eratives. In  effect,  they  serve  their 
sponsoring  cooperatives  as  inde- 
pendent finance  divisions,  with  no 
additional  cost. 


used  the  credit  unions  for  this  pur- 
pose as  extensively  as  the  early 
farm  leaders  envisioned.^  However, 
some  progress  has  been  made. 

Managers  in  9  of  the  10  northern 
counties  studied  estimated  that  rural 
credit  unions    were    lowering   accounts 


sMany  farmer  cooperatives  in  other  states  use  rural 
credit  unions  to  handle  or  help  handle  aU  accounts 
receivable. 
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receivable  an  average  of  15  percent 
(table  7).  If  this  percentage  of  re- 
duction were  applied  statewide  to  all 
Indiana  farm  supply  cooperatives, 
the  dollar  volume  reduction  in  ac- 
counts receivable  would  be  sizable. 
As  of  December  31,  1956,  accounts 
receivable  outstanding  for  84  farm 
bureau  cooperatives  totaled  $7.08 
million,  or  $84,000  per  county.  A 
15  percent  decrease  would  mean  a 
year-end  reduction  in  accounts  re- 
ceivable of  $1.06  million,  or  $12,000 
per  county. 

Year-end  accounts  receivable  for 
all  Indiana  counties  for  a  five-year 
period  (1951-56)  amounted  to  7.7 
percent  of  their  total  annual  com- 
modity sales.  For  the  10  northern 
counties  studied,  accounts  receivable 
for  this  same  five-year  period  were 
6.3  percent  of  commodity  sales,  or 
19  percent  below  the  State  figure. 
A  19  percent  reduction  in  accounts 
receivable  on  a  statewide  basis  would 
mean  a  total  decrease  of  $1.3  million, 
or  $15,000  per  county.  For  the  42 
counties  with  rural  credit  unions,  it 
would  mean  a  total  decrease  in  ac- 
counts receivable  of  $670,000. 

Cost  of  Credit  Extension.  -  -  Extension 
of  credit  is  one  of  the  major  prob- 
lems cooperatives  face.  It  invariably 
means  increased  costs  for  bookkeep- 
ing and  collecting,  increased  interest 
costs  to  replace  operating  capital, 
and  increased  losses  from  bad  debts. 

Farmer  Cooperative  Service  re- 
cently made  a  study  of  credit  costs 
for  eight  selected  midwest  coopera- 
tives with  favorable  accounts  receiv- 
able records.  This  showed  an  average 
cost  of  $1.70  for  every  $100  of 
credit  sales  in  1955-56,  and  that 
credit  sales  averaged  65  percent  of 
total  sales.*  If  this  ratio  were  ap- 
plied to  the  total  farm  supply  sales 
of  Indiana  Farnn  Bureau  Cooperative 
Associations,       it      would      mean      that 


about  $55  million,  or  nearly  $650,000 
per  county,  was  handled  as  credit 
sales  in  1956.  At  the  rate  of  $1.70 
per  $100  of  credit  sales,  the  cost 
would  be  almost  $  1  million  for  the 
State,  or   $11,000  per  county. 

Applying  the  15  percent  reduction 
in  accounts  receivable  made  possible 
by  Indiana  rural  credit  unions,  as 
estimated  by  cooperative  and  credit 
union  officials  (table  7),  would  mean 
a  saving  of  about  $2,500  per  county. 
This  would  amount  to  $100,000  for 
the  42  coiinties  using  credit  unions 
to  help  finance  farm  supply  sales. 
The  19  percent  ratio  of  savings 
would  be  even  greater. 

A  cost  of  credit  which  can  be  cal- 
culated quite  accurately  is  that  of 
interest  paid  out  on  operating  capital 
borrowed  to  replace  funds  tied  up 
in  accounts  receivable.  Using  the 
year-end  accounts  receivable  aver- 
age of  $84,000  per  county  and  a  rate 
of  5  percent  interest,  the  interest 
equivalent  cost  for  carrying  accounts 
receivable  in  Indiana  would  be  $4,217 
per  county.  If  the  credit  unions  made 
possible  a  saving  of  15  percent,  the 
interest  cost  would  be  reduced  $632 
per  county. 

Equitable  Treatment  of  Members.-  - 
Another  problem  of  open  account  or 
store  credit  is  that  of  inequitable 
treatment  of  members.  An  early 
Indiana  cooperative  finance  bulletin 
pointed  out  ".  .  .if  the  cooperatives 
are  to  be  fair  to  all  patrons,  they 
cannot  have  some  cash  paying  patrons 
and  some  carried  on  open  accounts. 
Accounts  receivable  are  not  only 
unfair  to  the  cash  customer,  but  they 
take  up  operating  capital  which  makes 
it  impossible  to  extend  cooperative 
service  .  .  ."^ 

Rural  credit  unions  have  helped 
cooperatives     eliminate    this    problem. 


Bailey,  John  M. ,  Credit  Control  in  Selected 
Retail  Farm  Supply  Co-ops,  Farmer  Cooperative  Serv- 
ice,  U  S  Dept.    of  Agriculture,   Gen. Rpt. 35, June  1957. 


sCredit  Union- -Cooperative  Control  and  Use  of  Fi- 
nance, Indiana  Farm  Bureau  Cooperative  Association, 
Inc.,  Indianapolis,  Indiana. 
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TABLE  7. --Benefits  of  riiral  credit  \inions  to  farmer  cooperatives   in  10  northern 
(Indiana  counties,   based  on  opinions  of  cooperative  managers  and  credit  union 
itreasurers,   1956 


Benefits 
received  by 

Number  of  co-op  managers 
and  credit  imion  treasiirers 
expressing  an  opinion 

Estimated  benefit 

cooperatives 

Yes 

No 

No  opinion 

Range 

Average 

Increased  co-op  volimae 

Increased  co-op  membership... 
Lowered  accoimts  receivable.. 

Reduced  bad  debt  losses 

Reduced  interest  cost  on 
credit  extension. •..«••...• 

10 

10 

9 

8 

9 

1 

1 
1 

1 

4-22^ 

1-20^ 

5-70^ 

$800 -$10, 000 

$-400-$  5,500 

10^0 

5/» 
15^0 

$4,950 

$1,900 

in     some     counties     in    Indiana    where 
they  are  used  extensively. 

Estimated  Benefits  in  10  counties 

Cooperative  and  credit  union  offi- 
cials of  the  10  northern  counties 
studied  were  asked  how  they  thought 
rural  credit  unions  were  helping 
farmer  cooperatives.  Table  7  reports 
their  opinions. 

Advantages  to  Credit  Unions 

Indiana  rural  credit  unions  receive 
many  benefits  from  their  working 
relationship  with  the  farm  supply 
cooperatives. 

A  cooperative  may  sponsor  and 
join  a  rural  credit  union,  help  raise 
initial  operating  capital,  and  provide 
quarters  and  general  assistance  to 
the  new  organization.  The  cooperative 
is  a  natural  sponsor  for  a  credit 
union.  Its  membership  is  already 
established,  understands  cooperative 
type  organizations,  and  can  profit- 
ably use  the  services  of  the  rural 
credit  union. 

The  cooperative  may  encourage 
farmers  to  use  the  credit  union  both 
for     savings    and  for    credit.    When  the 


credit  union  is  used  by  the  coopera- 
tive and  its  members  in  this  manner, 
promotion  of  the  rural  credit  union 
program  becomes  continuous.  This 
helps  build  both  membership  and 
volume . 

Cooperative  officials  and  employees 
may  serve  on  the  board  of  directors 
or  on  committees  of  the  rural  credit 
union,  and  may  assist  with  educa- 
tional and  member  relations  activi- 
ties. Such  assistance  helps  build  the 
credit  union  program.  It  may  also 
help  farmer-members  better  under- 
stand the  principles  of  cooperatives 
and  the  value  of  money  management. 


Services  to  Farmer-Members 

When  farmer  cooperatives  and  rural 
credit  unions  work  together,  as  in 
Indiana,  the  usefulness  of  each  is 
increased.  Farmer -members  receive 
many  direct  benefits  from  the  joint 
relationship. 


An  Additional  Source  of  Funds 

Modern  farming  requires  know-how 
and  adequate  financing.  The  ever- 
growing cost  of  farnning  is  indicated 
by      a      recent      survey     covering     300 
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Credit  union  manager  visits  a  Noble  County  farmer  who  uses  the  credit  union  for  production  loans. 


central  Indiana  farms. ^  This  survey- 
showed  that  total  average  capital  in- 
vestment increased  from  $62,000  to 
$95,000  per  farm  during  the  period 
1950-56. 

Indiana  rural  credit  unions  help 
their  farmer-members  meet  this  in- 
creased capital  requirement  by  mak- 
ing additional  resources  available. 
This  enables  farmers  to  carry  on 
their  farm  operations  more  effi- 
ciently, enlarge  them,  meet  emer- 
gencies, protect  investments,  and  do 
better  long-range  planning. 

Many  credit  unions  also  provide 
line-of-credit  type  of  service,  per- 
mitting farmers  to  use  borrowed 
funds  as  needed  and  charging  interest 
only  on  the  actual  amount  of  money 
used  for  the  number  of  days  used. 


SHadley,  N.  S.,  What  Will  Happen  to  Farming  in  the 
Next  25  Years?  Economic  and  Marketing  Bulletin,  Purdue 
Univ.  Agric.  Ext.  Svc„  Nov.  26,  1957. 


Savings  on  Cash  Discounts 

Most  of  the  local  cooperatives 
studied  offered  cash  discounts  on 
certain  commodities,  especially  items 
handled  in  bulk.  Discounts  ranged 
from  3  percent  up  to  15  percent  on 
certain  seasonal  commodities  or  those 
handled  on  a  car -siding  delivery 
basis.  With  a  credit  xinion  loan  cost- 
ing 5  to  6  percent,  farmers  realize 
a  sizable  saving  by  borrowing  to  take 
advantage  of  these  cash  discounts. 
Their  savings  are  even  greater  when 
the  loans  are  repaid  within  60  to  90 
days.  This  is  a  benefit  farmers  can 
readily  see  and  understand. 

The  general  manager  of  one  county 
farm  bureau  cooperative  association 
reported  that  farmers  of  that  county 
saved  $29,770  in  1956  on  cash  dis- 
counts on  fertilizers,  seed,  farm 
machinery,  and  bulk  oil  deliveries. 
Of  this  amount,  $17,862,  or  60  per- 
cent,  was    saved  by  farmers  who  used 
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the   local   credit  union  to  finance  their 
cash  discount  purchases. 

Cooperative  and  credit  union  of- 
ficials in  several  counties  estimated 
that  farmers  were  saving  from  3  to 
15  percent  on  cash  discounts  and  4 
to  15  percent  on  automobiles  financed 
through  their  credit  unions.  Farmers 
also  borrow  from  their  credit  unions 
to  settle  bulk  gasoline  accounts  in 
order  to  qualify  for  quarterly  tax 
refunds. 


Other  Benefits 

Members  of  the  Indiana  rural  credit 
iinions  control  the  use  of  credit  vuiion 
funds    and  keep  them  working  for   the 


benefit  of  the  local  community.  Farm 
families  of  10  northern  counties 
studied  received  $190,000  in  divi- 
dends from  their  rural  credit  unions 
in  1956.  The  credit  unions  offer  a 
safe,  convenient,  and  profitable  way 
for  farmers  to  invest  surplus  funds, 
yet  keep  them  available  on  a  demand 
ijasis  at  all  times. 

The  Indiana  rural  credit  unions 
studied  have  helped  farm  members 
to  make  better  use  of  their  finances, 
be  more  businesslike  In  their  farm 
operations,  and  develop  habits  of 
personal  thrift.  Where  the  coopera- 
tive and  the  credit  union  are  working 
together  effectively,  farmers  receive 
both  a  high  quality  commodity  service 
and  an  efficient  finance  service. 


Cage  layer  house  accommodating  2,100  laying  birds.  This  was  financed  by  the  credit  union  and  built  by  the  cooperative 

for  a  DeKalb  County  farmer. 


Opportunities  for  Improvement 


A  careful  appraisal  of  current  pro- 
grams and  future  objectives  is  de- 
sirable if  rural  credit  vmions  in 
Indiana  are  to  keep  pace  with  the 
changing  requirements  of  their 
farmer-members.  Farm  leaders 
should      reevaluate       the     potential     of 


the  credit  union  in  the  rural  com- 
munity and  take  necessary  steps  to 
coordinate  its  activities  to  meet 
present-day  farming  needs. 

Three   phases    of  current  operations 
need      special      attention.      These     are 
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field   coordination,    member  education, 
and  training  programs. 

Field  Coordination.- -The  Coop- 
erative Financial  Association  has,  at 
times,  provided  a  fvill-time  fieldman 
to  work  with  the  Indiana  rural  credit 
unions.  This  employee  worked  with 
credit  unions  individually,  and  pro- 
moted the  program  on  a  statewide 
basis.  No  such  service  is  being  pro- 
vided at  the  present  time. 

Some  of  the  credit  union  officials 
interviewed  for  this  study  stated  that 
this  field  service  program  was  being 
missed  by  all  the  credit  tmions,  and 
w^as  very  much  needed  by  the  younger 
and  smaller  ones.  If  well  directed, 
this  service  could  be  resumed  to  the 
advantage  of  all  associations. 

Member  Education.- -From  the 
standpoint  of  helping  develop  member 
participation  and  understanding,  edu- 
cation is  as  vital  to  credit  union 
progress  as  to  other  types  of  mem- 
bership cooperative  associations. 
Member  education  is  especially  im- 
portant in  helping  develop  habits  of 
thrift.       Many      Indiana      rural      credit 


\inions     could     strengthen    this     part    of 
their  program  to  advantage. 

Training  Programs. --Annual  train- 
ing programs  are  important  for  both 
officers  and  ennployees.  Technical 
training  in  credit  union  operations  is 
available  through  participation  with 
other  credit  unions  in  city^de  or 
area  chapter  programs. 

Training  for  the  agricultural  phase 
of  credit  vmion  operations  can  best 
be  met  through  programs  planned  and 
conducted  by  the  credit  unions  them- 
selves, the  Cooperative  Financial  As- 
sociation, or  in  cooperation  with  the 
Indiana  Farm  Bureau  Cooperative 
Association,  Inc. 

Indiana  credit  unions  have  not 
reached  their  full  potential.  There 
is  room  for  further  advancement. 
However,  several  credit  unions  in  the 
State  have  effectively  demonstrated 
what  can  be  accomplished.  Briefly 
stated,  their  formula  for  success  is: 
(1)  effective  leadership,  (2)  an  in- 
formed and  interested  membership, 
(3)  efficient  operations,  and  (4)  a 
balance  of  emphasis  on  savings,  lend- 
ing, and  service  operations. 
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